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COORDINATED EXCHANGE MARKET INTERVENTION 
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1 . SUMMARY. THE GOVERNOR OF THE BELGIAN NATIONAL BANK, 

CECIL DE STRYCKER, BELIEVES THAT SYSTEMATIC AND COORDINATED 
INTERVENTION BY THE SURPLUS COUNTRIES WILL BE NEEDED TO 
COUNTER SHORT TO MEDIUM TERM DOLLAR INSTABILITY. HE HAS 
INFORMALLY BRIEFED US ON HIS IDEAS WITH A VIEW TO HAVING 
THEM BROUGHT TO THE ATTENTION OF RESPONSIBLE WASHINGTON 
OFFICIALS (ASKING ALSO THAT THEY BE CLOSELY HELD). 

DE STRYCKER'S VIEWS SHOULD BE SEEN IN THE CONTEXT OF IN- 
CREASING OFFICIAL IMPATIENCE IN BELGIUM WITH U.S. DOLLAR 
POLICY. END SUMMARY. 

2. DURING CONVERSATION WITH BELGIAN NATIONAL BANK 
GOVERNOR DE STRYCKER ON MAY 5, THE EMBASSY ECONOMIC 
COUNSELOR ASKED FOR HIS CURRENT VIEWS ON THE DOLLAR. 

3. THE GOVERNOR LED OFF BY STATING THAT HE IS IN COMPLETE 
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AGREEMENT WITH THE USG THAT. IN THE LONG RUN, 

STABILIZATION OF THE DOLLAR DEPENDS ON TREATING THE 
FUNDAMENTAL CAUSES OF THE U.S. TRADE BALANCE. THIS SAID, 
HOWEVER-EVEN ASSUMING THE ENERGY BILL BECOMES LAW AND 
THERE IS SOLID PROGRESS ON U.S. INFLATION-THERE WILL 
STILL BE A TWO TO THREE YEAR TRANSITION PERIOD WHEN A 
LARGE U.S. DEFICIT WILL EXIST. LEAVING THE DOLLAR 
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POTENTIALLY UNSTABLE IN THE WAKE OF OCCASIONALLY BAD OR 
DISAPPOINTING ECONOMIC NEWS. 

4. SUCH INSTABILITY WOULD BE TOTALLY UNACCEPTABLE, IN DE 
STRYCKER'S VIEW, GIVEN THE CURRENT WORLD ECONOMIC SITUA- 
TION. PROTECTIONISM IS RISING DANGEROUSLY WHILE BUSINESS 
INVESTMENT CONTINUES STAGNANT, BOTH DUE IN PART TO UNCER- 
TAINTIES STEMMING FROM EXCHANGE RATE INSTABILITY. THE 
CURRENT SITUATION IS BREEDING FRUSTRATION, WHICH COULD BOIL 
OVER BEFORE FUNDAMENTAL STEPS TO REDRESS THE DOLLAR'S 
POSITION HAVE TIME TO TAKE HOLD. THE RESULT COULD BE AD- 
VERSE TRADE OR POLITICAL DEVELOPMENTS WHICH MIGHT NOT BE 
EASILY UNDONE AND WHICH WE MIGHT ALL HAVE DEEP REASON TO 
REGRET. 

5. HOW CAN THIS BE AVOIDED? DE STRYCKER ADMITTED THAT THE 
U.S. IS NOW PAYING INCREASING ATTENTION TO THE DOLLAR. BUT 
BELIEVES THAT OUR APPROACH STILL SMACKS OF TOKENISM AND 
IS TOO BILATERAL. U.S. PRESSURE ON JAPAN TO LET THE YEN 
REVALUE WAS UNDERSTANDABLE, BUT EXCHANGE RATES SHOULD NOT 
BE THE PRIMARY TOOL; SWINGS IN THE YEN AGAINST THE DOLLAR 
PROFOUNDLY AFFECT EXCHANGE MARKETS WORLD-WIDE. ON THE 
OTHER HAND, BILATERAL CORRECTIVE ACTIONS, E.G. THE AUG- 
MENTED SWAP ARRANGEMENT WITH WEST GERM ANY, ARE UNCONVINCING 
WHEN THE MARKETS PERCEIVE THEIR LIMITATIONS. FACED WITH 
ERRATIC DOLLAR MOVEMENTS AND WITH NO FRAMEWORK FOR COOPERA- 
TION, INDIVIDUAL COUNTRIES TEND TO INTERVENE MASSIVELY 

(E.G. JAPAN IN THE FIRST QUARTER OF 1978, THE U.K. LAST 
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YEAR) UNTIL THEIR RESOURCES ARE EXHAUSTED- WITH NO GUARAN 
TEE THAT SOMEONE ELSE CAN OR WILL PICK UP THE BALL. 

6. THE RESULT IS THAT ALTHOUGH MANY COUNTRIES HAVE A COM 
MON INTEREST IN SEEING THAT THE DOLLAR DOES NOT DECLINE 
FURTHER, THEIR INDIVIDUAL RESOURCES FOR INTERVENTION ARE 
SHRINKING. THEREFORE, A REAL DANGER EXISTS THAT COUNTRIES 
WILL INCREASINGLY TRY TO SHOVE RESPONSIBILITY OFF ON THEIR 
NEIGHBORS-WITH THE RESULT THAT THE DOLLAR CONTINUES TO 
FALL. 

7. DE STRYCKER'S CONCLUSION IS THAT THE MAJOR SURPLUS 
COUNTRIES MUST COORDINATE THEIR INTERVENTION POLICIES AND 
COORDINATE THEM CLOSELY. HE SUGGESTS THAT THE FEDERAL RE- 
SERVE COULD BEGIN THE PROCESS BY CONFIDENTIALLY APPROACH- 
ING CENTRAL BANKS OF ALL MAJOR SURPLUS COUNTRIES, INCLUD- 
ING THE OIL PRODUCERS, WITH A VIEW TO ADOPTION OF UN- 
PUBLICIZED MULTILATERAL UNDERSTANDINGS ON HOW THE BURDEN 
OF DOLLAR SUPPORT IS TO BE SHARED OVER THE SHORT AND 
MEDIUM TERM. SUCH SHARING WOULD BE ROUGHLY PROPORTIONAL 
TO THE SIZE OF PARTICIPATING COUNTRIES' INDIVIDUAL 
SURPLUSES. 

8. THESE ARRANGEMENTS NEED NOT REPEAT NOT INCLUDE U.S. 

EXCHANGE GUARANTEES OR COMMITMENTS TO PEG THE DOLLAR AT A 
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PRECISE LEVEL, BOTH OF WHICH DE STRYCKER UNDERSTANDS ARE 
PROBABLY UNACCEPTABLE TO WASHINGTON. THEY WOULD OPERATE 
SECRETLY, RELYING ON EVENTUAL MARKET PERCEPTION AFTER A 
PERIOD OF TIME, THAT THE DOLLAR HAD STABILIZED, APPARENTLY 
ON ITS OWN. THE U.S. MUST HOWEVER TAKE THE LEAD IN SUCH 
AN EFFORT, HE EMPHASIZED-NO ONE ELSE WILL BECAUSE NO ONE 
ELSE WILL RISK BEING TAGGED AS "RESPONSIBLE" FOR THE 
DOLLAR. 

NOTE BY OC/T: NOT PASSED TREASURY AND FEDERAL RESERVE. 
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9. DE STRYCKER SAID HE WAS OFFERING THE FOREGOING THOUGHT 
"BECAUSE HE WAS ASKED." HE REALIZES THAT BELGIUM, AS A 
SMALL AND NON-SURPLUS COUNTRY, WOULD NOT ITSELF PLAY MUCH 
OF A ROLE IN THE SORT OF ARRANGEMENTS HE ENVISAGES. HE 
WOULD, NEVERTHELESS, LIKE TO HAVE HIS IDEAS, WHICH HE HAD 
HOPED TO DISCUSS WITH SECRETARY BLUMENTHAL LAST MONTH IN 
BRUSSELS, BROUGHT TO THE ATTENTION OF USG POLICY MAKERS 
FOR THEIR CONSIDERATION. 

10. COMMENT. DE STRYCKER'S SUGGESTIONS AS WELL AS HIS 
MUTED CRITICISM OF USG DOLLAR POLICY SHOULD BE SEEN IN 
THE LIGHT OF THE INCREASINGLY CARPING TONE OF PUBLIC 
BELGIAN OFFICIAL COMMENT ON THIS ISSUE. FOREIGN MINISTER 
SIMONET HAS MADE THE MOST EXTREME STATEMENTS (SEE 
BRUSSELS 5390, 8610, 8531), BUT IN RECENT DAYS, OTHER 
OFFICIALS HAVE ALSO POINTEDLY QUESTIONED THE U.S. ATTITUDE 
ACCORDING TO THE LOCAL PRESS, FINANCE MINISTER GEENS RE- 
PROACHED THE USG IN MEXICO CITY FOR FAILING TO MEET ITS 
ARTICLE 4 OBLIGATIONS TO SUPPORT THE DOLLAR ADEQUATELY 
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EARLY THIS YEAR AS WELL AS FOR FAILURE SO FAR TO RATIFY 
THE WITTEVEEN FACILITY. PRIME MINISTER TINDEMANS MARKED 
HIS RETURN FROM AN ENERGY-MONETARY SEMINAR AT ARDEN HOUSE 
LAST WEEK WITH A LOCAL PRESS INTERVIEW IN WHICH HE 
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BLASTS THE U.S. FOR OUR CONTINUING HIGH OIL CONSUMPTION 
WHICH, HE SAID. PUTS AT RISK THE SUPPLIES OF OTHER IEA 
COUNTRIES WHILE SKEWING MONETARY RELATIONSHIPS AND RE- 
TARDING ECONOMIC RECOVERY IN EUROPE. SUCH COMMENTS 
INDICATE GROWING BELGIAN DISAFFECTION WITH THE U.S. 

APPRO ACH-NOT SO MUCH ON FUNDAMENTALS, BUT ON SHORTER TERM 
MEASURES. GOVERNOR DE STRYCKER OBVIOUSLY SHARES THIS DIS- 
AFFECTION, BUT HAS CHOSEN (SO FAR) TO COUCH HIS REMARKS 
IN A MORE CONSTRUCTIVE VEIN AND USE PRIVATE CHANNELS. 

11. AS A FINAL NOTE, IT SHOULD ALSO BE NOTED THAT, AT HIS 
REQUEST, DE STRYCKER REVIEWED AND APPROVED PARAS 2-9 ABOVE. 
HE ALSO ASKED THAT HIS COMMENTS RECEIVE MINIMUM DISTRIBU- 
TION AND BE CLOSELY HELD WITHIN THE USG AND THE FEDERAL 
RESERVE. CHAMBERS 

NOTE BY OC/T: NOT PASSED TREASURY AND FEDERAL RESERVE. 
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